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The Tax 
PR I O R to the enactment of the Revenue Act of October 3, 1917, the Federal 
income tax was not, owing to the low tax 
rates, of vital importance to the financial 
community. The provisions of previous 
laws and the Regulations issued by the 
Treasury Department interpreting such 
laws, were comparatively simple and no 
great difficulty was encountered in pre-
paring the returns. Advice in connection 
with any involved question was obtained 
by corporations from counsel. These points 
arose principally in connection with estates. 
The entire situation was radically changed 
upon the enactment of the Revenue Act of 
1917, this Act and the subsequent Act of 
1918 being looked upon by many as im-
possible of interpretation and practical 
application except by accountants, or 
those with a knowledge of accounting, who 
have specialized in this work. This is due 
largely to the involved provisions relating 
to the determination of net profits and in-
vested capital. 
Anticipating requests from clients and 
the public in general for advice in connec-
tion with tax returns and the preparation 
thereof, the firm, immediately after the 
enactment of the 1917 Act, organized an 
Executive Tax Department. M r . George 
M . Dallas was given charge of this depart-
ment, the personnel of which comprises 
accountants who had made and who have 
continued to make a thorough study of 
Federal, State, and foreign taxes. A 
similar department has been organized at 
each of our practice offices, under the super-
vision and direction of the Executive Tax 
Department, the purpose being to render 
competent assistance to our clients through-
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out the country in the solution of their tax 
problems. The personnel of the tax or-
ganization at the practice offices has been 
specially trained through tax courses and 
correspondence conducted by the Execu-
tive Tax Department. Information bear-
ing on taxes is collected from all sources by 
the Executive Tax Department and dis-
tributed to our practice offices with advice 
as to the use to be made of it. Difficult 
questions are submitted by all practice 
offices to this department for discussion 
and advice. This department maintains 
constant contact with the officials of the 
Bureau of Internal Revenue at Washington. 
M r . Dallas is quoted on the subject of 
legislative tendencies as follows: "It is not 
anticipated that any new tax legislation 
wil l be enacted by Congress to become 
effective prior to January 1, 1921, hence 
Federal tax returns for the calendar year 
1920 and for fiscal years ending in the 
calendar year 1920, must be prepared in 
accordance with the provisions of the 
Revenue Act of 1918. Thus it is essential 
that those responsible for the preparation 
of Federal returns be thoroughly familiar 
with this Revenue Act . 
"Many severe criticisms have been made 
of the Excess and War Profits sections of 
the Revenue Act of 1918. Such criticisms 
are due primarily to the difficulty encoun-
tered in the preparation of the returns 
owing to lack of comprehensive knowledge 
of the practical application of the provi-
sions of the Act, and the high percentage of 
net profits exacted by the Federal Gov-
ernment. It must be conceded, however, 
by those who have made a conscientious 
study of the Act, that it is the most scien-
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tific piece of financial legislation ever en-
acted by Congress. Those taxpayers who 
have endeavored to avoid full liability to 
the government through one means or 
another, appreciate more fully than any-
one else how scientific the present law is. 
Many of the inequities found in the Reve-
nue Act of October 3, 1917, have been 
eliminated in the later Act . The action, 
if any, to be taken by the next Congress 
cannot be predicted, but there has been 
widespread discussion of a sales tax to re-
place the Excess Profits Tax section of the 
existing law. In my opinion, the Income 
Tax section of the existing law will , in any 
case, be re-enacted substantially as it is 
to-day, the tax rates probably being re-
vised to meet the estimated revenue 
requirements, since the income tax has 
proved to be the most effective method of 
obtaining the greatest revenue not only 
by this country but by foreign countries. 
Many of our States have recognized this 
fact and have enacted income tax laws 
based on the Federal statute. It appears 
certain that additional States will enact 
similar laws within a short space of time. 
The National Tax Association has ren-
dered valuable service in its efforts to 
standardize the State tax laws, the ap-
proach in all cases being to the Federal 
statute." 
Regardless of any new tax legislation 
which may be enacted, the Revenue Acts 
of 1917 and 1918 are at the present time 
of vital importance to the taxpayers. This 
will be appreciated when it is known that 
all of the 1917 returns have not yet been 
investigated by the Treasury Department, 
and that a special drive is being made by 
the department to complete its investiga-
tion of these returns prior to March 1, 
1921, after which time the statute of l imi-
tation applies. This results in deferring 
the investigation of the 1918 and 1919 
returns until a later date. It is one thing 
to prepare a return. It is another matter 
to prepare one which can be supported and 
will pass the investigation of the field 
auditors sent out by the Bureau of Internal 
Revenue. 
Much controversy has arisen between 
taxpayers and the Internal Revenue Bu-
reau because of exceptions taken by field 
auditors to the treatment of items in re-
turns. This has given rise to a need for 
unbiased and highly specialized tax advice, 
a service in which public accountants have 
played a most important part. Much of 
the tax practice previously executed by 
lawyers has gradually passed over to 
accountants. 
